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Abstract
The trade balance of Pakistan has witnessed considerable
distortion in recent decades due to globalization induced increase
in international competition. The success of a nation in this highly
competitive global market is dependent on comparative
advancement in production specialization in diversified industries.
The imports of durable and non-durable consumer goods account
for a large part of imports which can be avoided by developing
these industries. This study investigates international
competitiveness of Pakistan with respect to the world in 11 industries
of manufacturing sector that have weak domestic industrial base
and large domestic consumption/demand, i.e. pharmaceutical
products; fertilizers; essential oils, perfumes and cosmetics; soaps
and lubricants; plastics and articles thereof; leather articles; paper
and paper products; wood and articles of wood; ceramics; glass
and glassware; and toys and sports good, using RCA index on 2
digit HS-level data. The result revealed that among the selected
manufacturing industries, Pakistan has a higher comparative
advantage only in leather articles, toys, and sports goods, whereas,
other industries are showing higher competitive disadvantage. The
overall international competitiveness of selected industries is also
depicting a deteriorating trend which requires that the production
problems and international trade issues required for diversifying
the production base in the country need to be addressed.
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Introduction
The globalization of world trade has changed the pattern of
international trade in favor of higher specialized economies. The
integration of global financial and commodity markets have increased
the international competition which resulted in considerable distortion
of trade balance and economic growth in the lower competitive
developing and least developed economies, (Abbas, 2014, and Abbas
and Waheed, 2017). Standard trade theories and empirical studies
urge greater internationally competitive production specialization level
in diversified industries for the achievement of sustainable trade and
economic growth.
Pakistan has been an agrarian economy since its
independence in 1947. The exports were comprised of primary
commodities, i.e. raw cotton and hides. The industrialization of the
newly founded country has been the major economic policy since
1949. The foundation of industrialization laid by the development of
labor-intensive industries which can use domestic raw materials and
labor as major inputs, i.e. textile. The economy was kept close under
infant industry argument until 1995. This prolongs refrainment from
international competition destroyed the competitive behavior and
productive efficiency of domestic production sectors. The formation
of the World Trade Organization (WTO) in 1995 provided institutional
support for the process of trade liberalization, and member countries
were obliged to open their economies to international competition.
Pakistan opened its economy to international competition during the
early 2000s which resulted in considerable distortion in the trade
balance and economic growth,( Abbas, and Waheed 2015). Stiglitz
(2002) is among the fierce critics of the ways globalization has taken
place and used by developed economies to imperialized the developing
and the least developing ones. The composition of international trade
presents a fairly good picture of the overall productive capacity and
efficiency of a country. The trade deficit of Pakistan has considerably
increased in recent decades due to trade liberalization which indicates
low production specialization and exports. Imports of goods having
weak domestic industrial base account for a large part of import bills
which can be avoided by the development of these industries. The
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success of any nation in the global economy is dependent on the
level of specialization in diversified industries.
This study is the preliminary investigation on international
competitiveness of Pakistan in 11 major developing industries with
considerable large domestic consumption, i.e. Pharmaceutical
products; fertilizers; essential oils, perfumes and cosmetics; soaps
and lubricants; plastics and articles thereof; leather articles; paper
and paper products; wood and articles of wood; ceramics; glass and
glassware; and toys and sports good, using the RCA index proposed
by Balassa in 1965. This study is an attempt to explore the competitive
strength of the selected industries. The rest of the study is organized
as follows: Section 2 reviews some empirical literature on the
comparative advantage. Section 3 discusses the research methodology
and data. Section 4 analyzes the obtained results; whereas, section 5
concludes the study with policy implication.
Literature Review
This section reviews some selected international and national
empirical studies on the revealed comparative advantage to explain
the relative sectoral specialization level.
Review of International Studies
Revealed (comparative Advantage (RCA) index proposed
by Balassa (1965) is widely used in empirical research to investigate
the sectoral competitiveness of one country relative to another
country or the world. Heller (1976) investigated the impact of
technological innovations on the comparative advantage of the
manufacturing sector of Japan by using the Balassa RCA index. The
industrial specific factors are also incorporated in the model to observe
the direct and indirect labor and capital requirements. The results
show a significant positive shift in the competitiveness of Japan from
the labor intensive to capital intensive sectors.
 Balassa and Noland (1989) investigated the change in
comparative advantage between  Japan and the United States from
1967 to 1983 using RCA of 57 primary and 167 manufactured goods.
The result showed that Japan’s specialization pattern has significantly
shifted from the low value added labor-intensive goods for relatively
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capital intensive goods. The USA, however, maintained its existing
specialization in physical capital and labor capital intensive goods.
Lee (1995) investigated the competitiveness of the Korean
manufacturing sectors for 1965-1992 using the RCA index proposed
by the Balassa in 1965. The author argued that the higher specialization
level in the capital-intensive manufacturing sectors is the indicator of
the economic development. The findings showed that Korea has
gained a dynamic comparative advantage by forcing capital-intensive
industry in the labor intensive economy. The result also showed that
Korea has rapidly gained competitiveness in some heavy and medium
size industries besides maintaining its specialization level in the light
industries.
Bender and Li (2002) investigated the performance of the
manufacturing exports of selected Asian and Latin American
economies using RCA index between East Asian, South East Asian,
and Latin American economies. They believed that the revealed
comparative advantage shows inter-regional movement in comparative
advantage. Their findings showed that despite the strong export
performance, the East Asian countries are losing their comparative
advantage with respect to Southeast Asia and Latin America.  Acharya
(2008) attempted to investigate the RCA of seven developed
economies accounting for 80 percent of the world merchandise exports,
for the periods of 1996-97 and 2006-07. The results showed that
Canada, the USA, and Japan have lost their respective export
specialization with respect to the world, whereas, China has increased
its specialization by threefold. The trade pattern of the other East
Asian countries and Mexico did not change in any direction
Seyoum (2007) investigated the competitiveness of the
selected services sectors i.e. business, financial, transport, and travel
in developing countries in relation to the rest of the world based on
revealed comparative advantage indices from 1998 to 2003. The result
showed the existence of a strong comparative advantage for many
developing countries in transport and travel services. The substantial
room for improvement in financial and business services is also
observed. The author argued that the trade liberalization and lack of
adequate preparations resulted in the weakening of their comparative
advantage. Abidin and Loke (2008) investigated the patterns of
revealed comparative advantage of Malaysia in the non-resource-
based-manufactured exports. The findings showed that Malaysia has
a comparative advantage in the electric and electronic goods and
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machinery. The findings also revealed that Malaysia’s export strength
has gradually shifted from non-resource based to resource-based
manufacturing exports. Seleka and Kebakile (2016) investigated the
competitiveness of Botswana’s beef industry, from 1961 to 2011, using
the Normalized RCA index. The findings revealed that the Botswana
has had a comparative advantage throughout the review period.
Review of National Studies
In Pakistan, there are some empirical studies on international
competitive specialization level of Pakistan in the selected industries
investigated using the RCA index. Wizarat, (2002) provided a
comprehensive insight into the rise and fall of industrial productivity
in Pakistan by investigating various aspects of industrial productivity
growth. The author also highlighted various factors responsible for
the deteriorating productivity growth in the industrial sector. Mahmmod
and Nishat (2005) investigated the comparative advantage of Pakistan
in 25 non-agriculture production sectors categorizing in 8 groups using
the RCA technique on HS-4 digit level data. They argued that  China
and other developing countries are posing a serious threat to non-
agriculture manufacturing sectors and urged achievement of
competitive specialization.
Akhter et al, (2008), analyzed the comparative advantage of
footwear industry of Pakistan with respect to China and India, using
RCA index. This study also attempted to address the issues of footwear
industry regarding competitiveness in the global market and future
growth prospects. The results show that Pakistan has a comparative
disadvantage over both the countries in the footwear industry;
however, they were optimistic about the future growth potential of the
footwear industry. Yousf (2009) reviewed the industrial and export
structure of Pakistan, during 1990 to 2007, and also evaluated changes
in the structure and composition of the manufacturing exports, using
the RCA index. The impact of trade liberalization in 1998 is investigated
and found that these reforms have not changed the export
competitiveness of the manufacturing sector, and are dependent on
low value added labor-intensive exports. He argued the need for
undertaking structural reforms to bring significant change in the
industrial sector. Abbas and Waheed (2017) attempted to explore
competitiveness of Pakistan in the major industries of agriculture and
manufacturing sector using RCA index on 2-digit HS data. The study
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concludes Pakistan to address deteriorating specialization in major
labor intensive industries, i.e. textile.
Globalization induced increase in imports along with sluggish
export growth has deteriorated the trade balance and economic growth
of Pakistan, and the available empirical studies have only explored
the competitive behavior of the major exports. This study does not
find any reliable empirical study conducted to explore competitiveness
in other industries/sectors, and fills this gap by exploring international
competitive standings of Pakistan in the manufacturing industries
that have a large domestic market, see table in the appendix, using
RCA index proposed by Balassa (1965) on 2-digit HS data.
Methodology and Data
This study investigates the competitiveness of Pakistan in
11 major manufacturing industries producing important consumer
goods, i.e. Pharmaceutical products; fertilizers; essential oils,
perfumes and cosmetics; soaps and lubricants; plastics and articles
thereof; leather articles; paper and paper products; wood and articles
of wood; ceramics; glass and glassware; and toys and sports good,
by using the Revealed Comparative Advantage (RCA) with respect
to the world.
The concept of revealed comparative advantage, proposed
by the Balassa in 1965, is actually the ratio of relative exports shares.
Balassa believes that pattern and nature of exports reveal a relative
difference in factor endowment and specialization level hence
comparative advantage. More recently this index is widely used as an
indicator of domestic specialization level or competitiveness with
respect to the world or the given trading partners.  The Balassa index
used to investigate competitiveness of Pakistan is presented as
follows:
Where: 0 d” RCA d” “,  is the export share of sector i by a country
j, whereas  is its total exports, similarly,  is the export share of
sector i by the world w, whereas Xtw is the total world’s export.  The
RCA takes any value from the zero to positive infinity. A country is
said to have a comparative advantage in selected commodity if the
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value of index exceeds unity, RCA > 1, whereas, the value below unity,
RCA < 1, indicates comparative disadvantage.
The Revealed Comparative Advantage proposed by Balassa
(1965) has been widely used to approximate countries’ sectoral
specialization2. Leromain and Orefice (2013) urged that the RCA index
of Balassa suffers weakness in the theoretical foundation and empirical
distribution. They argued that the RCA index does not match the
original Ricardian idea of comparative advantage. This study is neither
analysis of comparative advantage nor using empirical investigation.
It aims to determine international competitiveness of Pakistan in
selected industries of the manufacturing sector. The 2-digit HS data of
export flows of selected 11 major manufacturing industries from 2012
to 2015 has been taken from the United Nation commodity trade
database3, whereas the data of total exports are taken from the World
Development Indicators published by the World Bank.
Analysis of Result
This section analyzes the competitiveness of Pakistan in
selected 11 major industries manufacturing sectors. The result of the
competitiveness of Pakistan in selected exports is presented in table
1.
Pharmaceuticals is one the most important industry that
provides medical products and Pakistan witnessed considerable
increase in pharmaceutical product which may be due environmental
degradation. It has about 400 pharmaceutical industrial units including
25 multinational units which exported pharmaceutical products of worth
$ 212.6 million in 2015. The international competitiveness revealed
high disadvantage with RCA of 0.25 with respect to the world. Fertilizer
industry is another important industry responsible for agriculture
sector productivity. Pakistan has approximatly 14 fertilizer industries
that are producing different types of fertilizers. It exported fertilizers of
worth 0.07 million in 2015 and witnessed a high comparative
disadvantage. The demand for cosmetic and beauty products has
increased considerable after improve access to television and other
telecommunications. It has been estimated that domestic market for
2-Amiti, (1999), and Ferto, & Hubbard, (2003).
3-http://comtrade.un.org/db/mr/rfCommoditiesList.aspx
PAKISTAN BUSINESS REVIEW OCT 2017
Research
586
Comparative Advantage of Pakistan . . .
cosmetic and beauty products in Pakistan has exceed 150 billion rupees
and is expected to expand with 15 percent annually. Some national
and multinational industries are producing cosmetic products but a
large part of domestic consumption comprised imported items. Pakistan
exported essential oils, perfumes, and cosmetic products of $17.9
million, and soaps and lubricants of $24.7 million in 2015. The result
of international competitiveness revealed that essential oils, perfumes,
and cosmetic products shows comparative disadvantage with RCA
of 0.1; whereas, soap and lubricants have RCA of 0.27.
Table 1.
Competitiveness of Pakistan in selected Exports
Years 
Pharmaceutical products  Fertilizers 
Exports of 
Pakistan* 
World's 
Exports* RCA  
Exports of 
Pakistan* 
World's 
Exports* RCA 
2012 167.7817 452734.307 0.2477  0.2032 69551.3007 0.001952 
2013 169.4490 476997.058 0.2206  0.0511 60289.9243 0.000526 
2014 198.5007 500143.245 0.2539  0.0914 59028.4370 0.000991 
2015 212.5999 483540.429 0.2466  0.0651 57205.7325 0.000639 
 Essential Oils and Cosmetics  Soaps and Lubricants 
2012 12.7721 103575.645 0.0824  26.3115 55532.5871 0.316655 
2013 20.2772 111517.352 0.1129  41.5227 57668.7072 0.447174 
2014 18.1555 116007.162 0.1001  33.1701 59349.4507 0.357479 
2015 17.8592 107041.079 0.0936  24.6564 51456.9370 0.268774 
 Plastics and articles thereof  Articles of Leather 
2012 520.9851 554799.816 0.6276  673.8147 68137.9160 6.609079 
2013 449.8034 588142.946 0.4750  743.5377 73993.3795 6.240825 
2014 361.5040 602542.897 0.3838  742.0275 75652.3777 6.273624 
2015 284.1347 529260.785 0.3011  687.6213 70663.5243 5.458274 
 Wood and Articles of Wood  Paper and Paper Product 
2012 47.7679 114403.364 0.2791  44.9134 177797.8791 0.168826 
2013 52.6811 126546.016 0.2586  67.9378 185085.2265 0.227967 
2014 54.3664 133958.831 0.2596  75.2174 188590.0399 0.255106 
2015 45.9515 113162.467 0.2278  61.6414 165006.0627 0.209543 
 Ceramic Products  Glass and Glassware 
2012 12.9926 46723.306 0.1858  14.9577 70242.0306 0.142317 
2013 12.0091 50773.215 0.1469  16.7963 73358.5636 0.142198 
2014 10.9897 55202.457 0.1273  27.7587 72957.4717 0.24336 
2015 9.4094 55235.643 0.0956  10.3842 65189.8131 0.08935 
 Toys and sports     
2012 218.9446 88831.456 1.6472     
2013 221.1036 88061.099 1.5593     
2014 264.1715 91707.906 1.8424     
2015 232.8047 91025.338 1.4346     
Source: Author’s calculations. Note: * exports of Pakistan and world’s exports are taken as millions of USD 
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Plastic processing is an important industry providing a variety of
products for households, i.e. utensils, furniture, and transportation
equipment, etc. This industry is constantly adding new products due
to continuous research and development. Pakistan has exported
plastics and articles thereof of worth $ 46 million and is lacking far
behind the international specialization level with RCA index of 0.3.
Pakistan is one of the largest producers of raw hides and skins, and
domestic leather industry is among the important industries in the
country. It is a major exporter of raw leather and articles of leather and
exported leather articles of worth $ 687.7 million in 2015. This industry
is showing the highest comparative advantage with RCA of 5.5. Wood
and articles of wood are an important industries in many aspects of
modern life. Pakistan is producing high-quality wood with large
domestic and international demand. The domestic restriction on
deforestation has considerably increased the domestic demand and
prices, and it has exported wood and articles of wood of $ 46 million
due to high international demand. These industries are also facing the
competitive disadvantage with RCA of 0.23. Paper industry is one of
the most important industry responsible for providing papers for
academic purpose and other documentations. Pakistan had no single
industry for manufacturing paper at the time of independence in 1947.
The first paper manufacturing industry ‘Pakistan paper products Ltd’
came into existence in 1951 which later became private limited company
in 1962. It has exported paper and paper products worth $61.6 million,
and is facing the comparative disadvantage with RCA of 0.21.
Ceramics industry is one of the important industries are widely
used in tiles, pots, art-ware, dinnerware, pottery, brick and toilets. It is
also used in furniture, construction, insulators, and other electronic
equipment.  It is one of the developing industry and Pakistan export
ceramics products of worth $ 12 to 9 million. The result of international
competitiveness in table 1 shows high disadvantage of 0.10 with respect
to the world in 2015. Similarly, glass and glassware industry is in its
developing stage. The domestic demand is far greater than production
which is filled with imports. Pakistan exported glass and glassware of
$ 10.4 million and RCA index shows high comparative disadvantage of
0.09 with respect to the world. The toys and sports good industry are
one of the important developing small scale industry in Pakistan. The
sports goods of Pakistan are highly demanded nationally and
internationally and this industry earns a considerable amount of foreign
PAKISTAN BUSINESS REVIEW OCT 2017
Research
588
Comparative Advantage of Pakistan . . .
exchange. In 2015 Pakistan exported toys and sports goods of $ 232.8
million, and observe competitive advantage of 1.43 with respect to
the world. The trends in the international competitiveness of this
industry have deteriorated from 1.65 in 2012 to 1.43 in 2015.
Conclusion
Pakistan is a small open economy due to significantly lower
contribution in the world merchandise trade. It is suffering a persistent
trade deficit that has considerably increased in recent decades due to
the globalization and the trade liberalization. The globalization has
increased in imports and corresponding sluggish export growth
deteriorated trade balance and economic growth. The consumer goods
with developing domestic industries account for a large part of import
bills for Pakistan which can be avoided by the development of domestic
industries. The success of any nation in highly competitive global
trade is dependent on the development and diversification of the
domestic industries.
This study is a preliminary investigation on international
competitiveness of Pakistan in 11 major developing industries with
considerably large domestic consumption, i.e. pharmaceutical
products, fertilizers, essential oils, soaps, plastics, leather articles,
paper, wood articles, ceramics, glass and glassware, and toys, using
RCA index proposed by Balassa in 1965 on 2-digit HS data. This
study is an attempt to explore the competitive strength of the selected
developing industries with considerably large domestic demand. The
result shows that Pakistan has the highest comparative advantage
with respect to the world only in leather articles and toys and sports
goods. The other developing industries are facing international
competitive disadvantage and depicting deteriorating competitive
behavior.
The development of the selected manufacturing industries is
very important for Pakistan to enhance domestic production
specialization and the creation of employment. These industries are
in the stage of development with large growth potential due to the
large domestic and international demand. The development of these
industries can also address chronically unfavorable trade balance by
simultaneously increasing exports and reducing import. This study
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urges Pakistan to address the problems of manufacturing industries,
and encourage domestic and foreign investment toward the
developing industries. The current study provides an overview on
the competitiveness of Pakistan in 11 different industries using
aggregate 2-digit HS data. Future research should individually address
competitive strength and weakness of each industries using 4-digit
and 8-digit HS data.
Appendix
SELECTED INDUSTRIES WITH 2-DEGIT HS CODES
S.No HS-Codes Commodities/Industries 
1 HS96-30 Pharmaceutical products 
2 HS96-31 Fertilizers 
3 HS96-33 Essential oils, perfumes, cosmetics 
4 HS96-34 Soaps, lubricants, waxes, candles 
5 HS96-39 Plastics and articles thereof 
6 HS96-42 Articles of Leather 
7 HS96-44 Wood and articles of wood, wood charcoal 
8 HS96-48 Paper & paperboard, articles of pulp 
9 HS96-69 Ceramic products 
10 HS96-70 Glass and glassware 
11 HS96-95 Toys, games, sports requisites 
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